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"I- - ,. : . , . . <  b _ _  .- . .. L _. 
::. .. Dear'.&licant: i .  ,,,, ': . . - : . '. C 

- .  . - " - , .. - : :  . . . .  . . . . . . .  ".. , 
.. .=' 

? .  wc have.cmeidere'd:'your , a p p i i f i i i &  f o r  i ccogdt ion  of excoption fr& A . . 
, , 
t i ,  . . . Federal income . . .  ta&<-&ier . ( . .  - .I nactibn . . . . . . .  531(c) (7) .of , .  the . . .  . I n t e r f l a l . ~ i ? n u e  Code. , 

- 
. . , . . . .  . . .  . . .:. . . , - Z ' . '  

' .  " 
o;..' , - . ,  . * *   krformalion s ~ 6 6 1 f t k i ~ d 1 i c l o f s e s  tpnc rou'vera hcb&+eLa **  

****, to  &ter  *****any ** ful..bueiness a c t i v i t y  in'which corporatioqa 
;$ .... . org i izedfunder  ***** *** *******1 $t, be.qf5, may :cngago, *******   . . . .  . . . . . .  , . . -  ** .': , . . .,' . . , . . . . . 
, ,,: '   our. ,B~-L~VB pr&i& r k t  you a&. organlled-for thd p,bGone o f '  promot- 

, i n g  sports .  and 'rffiqeation +d. par t ' i~u la r ly '  the  recr.eation of. horeebn- 
ship, horsebacksiding,, and- a? phases of ,the equwitrian field- on a . 

?i 
nonprofit baaie. It appears t h a t  yotir"memberehip, ia open , to ,  anyone 

.. $.,.' , 
.over 15 yeare of age. e u a l -  ddes 'are .set  or; $**'p& 'member;. (. 

. - . . "  '.'.:. . ,. . . . . I - :  

. . . ' , Info-tion ,subiit&..'& bhppor; o f  ipodr &plicati+, shoiue ,;hit; 2 ; ,. 

. . " addition to rei 'ular member ,meetipes, aha ricteo.. h+re ,a i inudly . . 
aesiated . t h e ' l o ~ l  f &a d&$areent..ir: ttiatia sale o f ,  gumbo, a'n4;yau: s e l l ,  . . .  :. r a f f  la 'i+keta, to. 'the' p u b l i c  duriiig the. phrish $&r-:livesestoc,k. show.. . . .  
Financial .hfoke'ion made a ~ i l a b l e i n d l c a t a s  that your &ose ;rcceipte::: 

' inay be s&riir;d ae,full&&:':.'. , . . . . .- .!. ' ,.. , ., , 
'+,; . , .  , + . . . . . . . .  
;.> "'.' . . *** . . Totnl.. Hembar.. ~on&ber .   . . . . . . . . . .  
9;; A .' '> , ! . ,.p . . :. Duea ($**** ) dnd'+akd'&=s t($*******. ' $ , ******* ' $. ********* ..: -:; 
..-. . . Skle of &mbo',(~lubbqs. 1/21 , , . ********* . - : :-. $ ***** ***** . 

,>, - . . . , .Livestack .y '. .:!, , . . , show , . ". ~ a S + 2 : ,  t: , '. . : ******* . ' .  *********** 
. , ., I /: . .  ' .  

' ., . :;.'.,::,"L.. d. ,  ;. ,. $* ***** . ,$ ,***** .82****** . 
. r  ,. , .:.. 

. . , . , .. .'.! . * ,..;, . .- .I . ,.> ,--". 
~ l t h o u g h  tliio f irint-kikl inf o-tion do=h n i t  d&fo&:td, your. iegular ', '. . ' 
accounting cycle, it is representat ive of' ybur 'actual 'aourcea 'and , . 

. .. . . 
. , amounts of rcceipto. . . . . .  . . 

, . - .. 1 
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Section Sol(=) of t h e  code dascribce . ce r ta in  o r g a ~ i z a t i u n o  exempt from 
Federal income tag d e r  .section 5Ol(a) and rsods, in p a r t ,  an follows: 

"(7) Clubs organitad f o r  plenrmre, recreation, and cthar Ron- 
profieable  puzpoee~,  subetnn'cially a l l  of tie activities of which 
a r c  fo r  susb purposes and rro par t  of the  ne t  earnings of which 
inures t o  the benef i t  of 'any private  ahreholder." , 

. 

Section. 1.501(~)(7)-1 of ' t h e  reg tAat iok  provldea, in par t ,  a? followe: 

"'(a)~he axemption pkvideti.by section 501(a) for orgazlizations 
daecribed in sec t ion  501(c1\ (7)'  applies  only t o  cl.ube which ore  
organited and oporated exclvaeively f o r  p l e a ~ u r s ,  recraation, and 
other nonprof i t a b l e  parpocrat, but doen not.  apply t o .  any club i f  
any par t  c f - . i t a . n e t  earnings inures t? the bbanefit of my p r i v a t e  
ehnreho;lde. In, general,  th:? examption extends t o  socjbl  and 
recreat ion clalbs which a r e  mlpportod fiolcly by %emb':asukip fees, 
dues, and aeaeasmani;~. . l@w@vnr, a club o t h e r w l ~ e  e n t i t l e d  t o  . 
exemption TJIU not  be diuqualit'ied becauae i t  r n i a e s  rwlvlue 
from membata through the use. of club fncFl i t i ae  o r  in connection 
with club activiticts." ' . 

.I 2 
I 

" ( ~ I A  c l ~ b  .which' exi&a -ii bueiaesa, aa making, i t a '  
aoccLml and recreaurtimbl faci1it:Les avci ihble  t o  t h e  gannral public  
or .by s o l l i n g  red. e ~ t d t c ,  tirnhm, , o r  other prpducts, is not organ- 
b,cd and .operated exelusively <for' plcaeura, recreat ion,  and.other 
nonprofitablc putp;oase,' and YE not exempt und8r s e c t e n  50l(a).' 
~ o l i c i t a t i o n  by ,advertisemerit b r  o t h 6 k b ~  f o r  publ ic  pntronage'of-, 
i ti  ' f a c i l i t i e e  l a  prima Pacia evidence 1:ht. t h e  c l u b  .Fa eogagbg in 
businasn and i n  riot. baing ~ o p e r n t e d ' e x c l u ~ i v o l  f o z  p l d a n r e ,  rectea- 
t ion,  o r  eoc3.al purposes. Ro?eveI, an incidknntal .sale  of property 
w i l l  not deprive d club of i t5  &~m?Cion." 

. 5 .  

Section 501(c)(7) o f  t b d o d e  has .be&.cunendm4 by ~ u b l i c . . l n ~ i  94-S68 to. 
' 

' permit cluCs t o  recoive .up' t o  35X oq.'tkeir ojro~ie rcca ip ta ,  including 
.fsaestment inccke, , f r &  $ources, oute?;do $P t h e i r  meiiership. with out^ 
losing tax-exempt status. Bo inore, thna 15~:jof  groso, receipts ;  hoyevk, 
can be from the  general  publ ic 'a  use ,of e l u b , , f a c i l ~ t i o s  ,and semicea.% , . . .;I. . . >  ..,. . . , 

. 1.-  , . '. .-:i., , d ,  ,, ;. , . ., . . * . , '  . . 
~ccord iug  t o  thc . *mite \port '~b6i i .c '  6 9$-J$B,;gzoia rece ip t s -a re  , 

dofined f o r  t h i s  p UOI .s thoso receipt'ri,from nmrgal~,ind;usual actlvi-: .  , , 

ties of the club (tlmt in, those, a c t i v i t i e d  . they, hnvs t ~ a d i t i o n s l l y  '; .', . , , 

conducted) including shnrgcs, adruieeZoria, niemb'erehip f ode, .ques, assess- 
ments, investment income (such. as jividerids, .re&, and almilnr ' roceipte),  ' 

and normal recurring c a p i t a l  gains  on .iwclstmenta, but excluding InitG-': . . . ,  . ,,, . . t ion  fees  and capital. .  contributioria. . . . . . . 
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. . 
The regulation? i s m k  under' oection 511 of 'che Code provide tha t  exempt - 
function income means aroes incbme from dues, feea, charges, o r  sfmflar  
amounts paid by nembers of the organ i ia t ion  as coneiderntion f o r  provid- 
iag goods, f a c i l i t i e s ,  o r  services  t o  such members, t h e i r  dependents, or 

. guests ,in f f u t h s a n c e  of t h a  purposos conet i tut in8 the bas i s  of t h e  
~xemption of the  organization. 

Revenue Ruling 58-589, 1958-2 Cumulntive Bullat in  266, holds t h a t  t o  
qualLEy f o r  incomo tax exemption, a s o c i a l  club should not a d v e r t i 8 e . i t s  
f a c i l i t i e s  f o r  non-vembar p a t r o w e  ,since thie v u l d  be. prima f a c i e  
evidence thnt  i t  wag 'waging in bueinees. Likovise a eocinl club 
should not engage in in7 ,typa of.. .activity..  .vhich ia designed. t o  
increase o r  which could r e s u l t  -in an incraase h t l ' na t  earnings inuring to 
t h e  benefi t  of say :individual. Net earnings MY inure t o  membere, in ' , 

euch forms a e  an lncrknse in sc rv ices  offared by the  club without a 
corresponding incraaee in member dues o r  other fees  paid f o r  club support., 
Revenua Ruling 65-63, 1 9 6 5 1  Cumulative Bullet in  240, exemplifies an 
organi iat i im thnt perm.ite,the general  publ ic  t o  attend t h e  organizat ionfa 
a c t i v i t i e s  ori-a recurrLng basin upon payment. of an adrmtssion fee. It 
holda' t h a t  public.patronsge or  par t i c ipa t ion  in club ac t iv ie ies  18 . 
parmieaible 'if incidental  t o  a d . '  in furtherance of t h e  cluh purposes. 
and if t h e  net  i n c c m  ' therefrom' does not  inure t o  its n a b e r e .  However , 
t h i s  i e  not the carse.Yhere the c c t f v i t i e s  of the club, in p-rting 
public  patrapage o:E its f a c i l i t i e s ,  are of ouch augniruda mu-recur rancs  
a s  t o  cons t i tu te  emga,gi.ng in b u a h e e e .  Revenue Rulhg  66-149, 1966-1 
Cumutativc' Dullatin 146, holds t h a t  t h e  s t a t u t e  contunplates that  c lubs  
f a l l i n g  with+ tha embit of sectton 501(c) (7)  of tha Code a r c  designed 
prlmnrily. t o  provi$o , fo r  t l ~ & ~ p l e a e u r e  arul recraa'tion of memboro. Thase 

% .  ,. a c t i v i t i e s  m y  be .euppo~tod. by funds obtained from muribera mch as dues, 
.- . a o s i m e n t e ,  a r $ . . p r ~ ~ t ~ . f o r  t h e , u e e  of club faci l iCies .  Rowmar, t o  

A -. .. ' t h e  extent  thnt inczomc is derived . f tom non-nembe.r sourcee; i t  inurea t o  ... . - the. bbenefit' of . the  qenb'er6.:- I f  auch a c t i v i t i e s  a r e  other  than inc iden ta l ,  
. -  . . t r i v i a l ,  o r  nonrecurtedt;' .it is  considered thnt they a r e  intended to 

:produce income and.ure r e f l e c t i v ~  of a purpose jLnconsistent with exempt- 
ion under. section .501(c) (71,. * . 

, . ,  

Similarly, where a club .&gages in ' i n c , a e  'producing trnnenctiono which ' 

are not o par t  of t h e  club pukposes, exieaption YFll n o t  t e  danled becaurso 
of incidental,  t r i v i n l  o r  nonre,current activities. euch as &?les 'o f .  
property no longer adapted t o  club purposes. But i n  order t o  r e t n i n  
exeiipt-lon n club must not ,enter i n to  outside a c t i v i t i e s  with the.purpor:e 
of deriving n profi t .  (Santee club. v. White, 8 7 " ~ e d ;  (2d) 5.) . 11' euclc 

' 

income producing a c t i v i t i e s  ara other, than i n c i ~ e n t a l ,  t r i v i a l ' o r  nonrc- . 
current,  it w i l l  bc considored;that they a r e  d13signed to produce in eon^^. 
and w i l l  defaat exemption. (Waat Side Tennis' Club v. Conrmissionor. 1U. 
Fed (2d) 6, Cer t io ra r i  denied 31LU.S. .674 , . 

: '. .;: .. > , . .. , . 
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>. - ?hi r&ivd.,b.>ka i n c p e  fikn &b& aource~ in & o ~ l t ~  Ybich 
..,. akhot be. c*id@ed !+:be' ipcgent i l ,  trivial,' or. n ~ ~ e c u r r e r ~ t .  . " 

: Accordingly ,';-we c ~ u d o  <that'yd d o b t  .qualify for; e,xampt;ioa. from 1 , : .  . ' . Fedcta1~'iacbma tk.+ sin ok@itat+ deacr$bhd:$n section 501(c) (7 )  of 3 ) I '  

.- . . .  , . : . the ~ n t e i n d .  ~ ~ c n u o  ,phe,~~nd$,.&e . ~ e & o r e  .requficd . to.' f fie. income tar . . .  
d -  .. : -. .,: ; .  '=et+- :w. g2Q.- ,,, ':.: . . . . a  :.i, ; . . .  .. :L ..... : . . . . . . . . . .  7 < .., . , . . .  . . .  . . . . . . . -  . . .  ./? , & ,,< i -::-..I ; . . .  .. .I.. . - ; .../ ;. L *  :.;-,; ,:: : ,;. C. ? . '  

a .  - . .  I . 
ir . . . . . .  ymi=h.0 -&t &~*&-i,*t~.t@~{,gi:l&$b+ xou may: &&I 3 0  dnya from r '.' 

,,.. . . .  he^ &to !;f t.Ma .let+*; ' f  ?a ;@tdiqli+te.  d brid . of .-tha .fact,e, ,h, 
i 2  , .; . . . .<' . ar! i i r ' e m t .  thnt. ; $ : l ~ ~ ? l y  eet~~fort?i. your poiition. +If you klasire an 

,. . oral'discresi.~':5f .t~~:ias~a';'-bl+~&'iiiai+ta this. in pour protkst. . TIUA . ... 
-4.' , 

" .  . . .. endtos'd:':ub~katbn'892 give? ,inrrtii~ctio& for: f &ling - a; proteiqt. , . 
,.*>, , '  ; ' . .i ' . .  7 ,  . . .  . . .  .., ' : . . . . . . . .  -~ . . . : 

. ,  . . I I _, . '-, . '. . - '. , , .  . . 
C: '. . I 

; . .  <.,. . ' -. 1f y,pu &iff~l&.a ,&iss2 +ti' i~t. ,&fiitt i  &thiu 30 &?,:OE ,ttm +it. .,, * 

. . . .  ,. . ,or, thie 'ti$rtL:orl. Gtter :this p ~ ~ ~ o s m ~ d : d ~ t s & ~ ~ ~ l p n , w ~  beisme, f +I. . . '  
. . . .  I . , \_ - . . . ,. , 

7 : .  ; . .., ' , . . . . " ll.., - ; .:2;3 ;.,- 4: ..! :,. ,. ' .: ,;* : ,. , ' . . ,. . . I  .,, :;, ,.:. - ;A, ,:, , , 
" . *  .. _ I . I .  

:!,,.,-, .. : . ,.: . 1f.:yia 4 aree-with tha~&~'&hclii'aiqna' o<'do niiti&h.'to f i.&a,'a *&ttan.. :.. ' , '  ., , . ,. . 
.' ?. '.. . . . . . .  

;:,*;,;- .: : ',*. . .:. . .  protcat, wvaiopcl;.~a~~s~oa. " p l y a e  ;sfgn&$+zeti i~ &j jode+le, '! .Fo.mL,6018 ' I . ,  :-2,. . '" :. ' .dd,'thk: '!+," . .-'!-" enc.loa&d; I,;. :,-. ~ialf-&l'drrts$ah' . .,;: ... . b + '4 +.; . . ,,, .,. ..: ' '. 
.:;.,:.. , ' . ' . *.< . c , ,  . % .... ,,- ..J.. . . . . . . . .  ::: : : . - .  . ,.. '.' .. . ... . .I,, . - ; . . 

, '. ,. , '! .. , % ,  ., ... ; .,. . . . "  ., .r,i.' ,!.'?.<,. 
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I.:,: . . . .  ,. .. ..'" &'"save'ar$'f.uither q$csti~ns, plkeo-=,oii&ct :thi pkr~6h.'~h?&.imm . 
- ,  -, . .:,,,;:; . . . :I:: -and telephon8 ut$m.m,are 3howi.at.the b s g i ~ G  'of thiii,htter..: : " - 
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